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CO-OPTED DIRECTORS AND TRADE CREDIT 

Muhammad Anas* 4 

Abstract 

This study investigates the impact of co-opted directors on corporate trade credit 

governance, focusing on the implications for corporate governance, financial risk, and firm 

sustainability. Co-opted directors, appointed after a CEO's tenure begins, may exhibit 

inclinations toward the CEO, influencing their effectiveness in monitoring and decision-

making. While previous research highlights both the benefits and drawbacks of co-opted 

boards—such as reduced managerial shortages and improved CEO coordination versus 

increased default risk and weaker financial monitoring—this study examines their role in trade 

credit policies. Trade credit, a vital short-term financing tool, enhances production efficiency 

but poses liquidity challenges and default risks. This research uses agency theory and 

stakeholder theory as theoretical frameworks to explore how co-opted boards affect trade credit 

governance, internal control effectiveness, and risk mitigation. The findings aim to address 

gaps in the literature, such as the relationship between co-opted boards and trade credit risk, by 

evaluating historical data and analysing governance practices. The results contribute to 

understanding the dual-edged nature of co-opted boards, providing insights for policymakers, 

shareholders, and future researchers on optimising corporate governance and reducing trade 

credit risks. This study emphasises the importance of balancing stakeholder interests and 

internal control effectiveness to mitigate corporate trade credit risks. 

Keywords: Co-opted Directors, Trade Credit, Corporate Governance, Financial Risk, Internal 

Control, Agency Theory, Stakeholder Theory, Risk Mitigation 

JEL Classification: G30, G32, G34, M41 

1.1 INTRODUCTION 

1.2 Background of the study: 

The directors are also called the board of directors for a public limited company. These groups 

of individuals decide for corporations and ensure corporate governance on behalf of 
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shareholders; the shareholders elect them to run a corporation. Corporate directors' ultimate 

objective is to enhance the shareholder's value by maximising profits within the available 

resources. The management of the organisations does not select them; they ensure governance 

and separate from the management. On the other hand, co-opted directors are appointed after 

the CEO assumes office. Co-opted directors may be inclined towards the CEO and focus on 

executive pay on cash instead of other options like stock options, etc. this study supports agency 

theory with co-opted boards (Harris & Nguyen, 2022) because the role of the CEO's patron is 

for co-opted director appointment (Zaman et al., 2021). The results show that the agency costs 

of managerial discretion and stockholder-bondholder conflicts arise from the board. Co-option 

on board is an important driver of financial leverage relative to tax incentives, which increase 

a firm's leverage ratio compared to non-co-opted directors (Lartey et al., 2021). The co-opted 

boards are more inconsistent and based on random choice or personal whim, rather than any 

reason or system in decision-making which contributes towards default risk. The standard 

deviation increases by 11% of default risk in co-option relative to a normal level. The stock 

return uncertainty is higher among co-opted boards, and the strategic objective achievement is 

less in co-opted boards. The co-opted board is less engaged in strategic decision-making. 

Lastly, new evidence is found on the adverse effect of co-opted boards on firm default 

probability(Baghdadi et al., 2020). 

However, there are some benefits of co-opted directors as well. The CEO's job security will 

reduce the managerial shortage. An increase in the co-option board will help the corporation to 

achieve long-term goals and improve sustainability in terms of earnings, decreasing the 

uncertainty in the organisation by not removing the CEO from office(Harris & Erkan, 2021). 

The co-opted directors also help with direct counselling and better coordination to reduce the 

information risk, resulting in a low equity capital cost. The board co-option is significantly and 

negatively associated with a firm's equity cost, which supports the beneficial view of the board 

co-option (Bhuiyan et al., 2022). Now, we are studying the impact of co-opting directors on 

the trade credit of corporations. Trade credit is vital for a corporation as this is the quickest way 

to get goods, services, materials, etc., without any immediate payment of cash or cheque, and 

it enhances the corporation's production and profits. Trade credit is the receivable for a firm 

that sells and payable for another firm that bought the goods or services. The directors' 

responsibility is to assess and govern trade credit risk and company profile. They have the 

decision to decide how much a company can sell on credit and to whom, as well as how much 

the company can buy on credit to mitigate the trade credit risk and default risk on payment of 
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trade credit of a company. There are tools to assess credit risk, and these risk analyses are 

always part of management reports by risk managers, which helps corporate directors form the 

trade credit policy of a company. (Dao et al., 2022) This study shows that internal controls 

effectiveness helps the company lower the trade credit level, make quicker payments of credit 

trade contracts than others and moderate the cost of equity internal controls effectiveness and 

trade credit. These findings suggest that internal control effectiveness plays an important role 

in trade credit, a special form of firms' short-term financing source. (Luo, 2022) a study shows 

that evidence is consistent with the risk avoidance explanation for trade credit policy changes 

in the presence of adverse shocks in COVID-19. Trade credit risk significantly contributes to 

firm default risk, liquidity risk and systematic risk in a news article amid an ongoing economic 

downturn. The trade credit increases the default risk of firms in Europe. In the outlook of B2B 

payments, behaviour is worrying for most companies in Eastern Europe in the upcoming 

months due to high inflation, increasing energy costs and geopolitical issues. 

1.3 Problem Statement: 

Many studies have been conducted, i.e., firm risk in 2008 was lower due to co-opted directors 

allowing management to adopt corporate policies during the crisis. Co-opted directors allow 

managers to adopt corporate policies that reflect their risk preferences, resulting in lower firm 

risk(Chaivisuttangkun & Jiraporn, 2021). Another study investigates how the level of board 

co-option might affect a borrowing firm's ex-ante covenant intensity and ex-post covenant 

violation, which increases, creditors include more covenant restrictions in their loan contracts, 

indicating that more co-opted boards are considered as weaker monitors(Lim et al., 2020). The 

evidence is consistent with the notion that co-opted directors bring about less effective board 

monitoring of financial leverages, which allows managers to take more risk. Finally, studies 

show that co-opted directors lead to significantly lower credit ratings (Lee et al., 2021). Co-

option board relation with the factors related to the firm performance and sustainability like 

default risk, earning management, the relationship between management and the co-opted 

board, etc. However, many other factors remain to address regarding the co-opt board's impact 

on the firm's performance to evaluate the impact of the co-option of the board on other 

unstudied factors of the firm; therefore, we are conducting a study to evaluate the co-option 

board's impact on the firm's trade credit. This study focuses on the effectiveness of the internal 

controls of trade credit from the co-opted board perspective. This study helps the firm in policy-

making to manage and monitor trade credit risk to avoid default or lesser credit rating. The 
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results are supposed to test the perception of whether the impact of co-opted boards is negative 

or positive on trade credit and provide evidence from historical data. 

1.4 Research Questions: 

What is the effect of the co-opted director on trade credit policy? 

1.5 Purpose of the research: 

This research aims to evaluate co-opted directors and their impact on trade credit. This study 

aims to measure corporate governance in trade credit policy, trade credit internal controls 

effectiveness, and trade credit risk mitigation with co-opted directors on the board compared 

to independent director directors. 

1.6 Significance of the research: 

This study will explain the impact on the trade credit profile of a firm with the co-option board 

by evaluating the extent of the corporate governance of trade credit policy, the behaviour of 

co-opted directors on trade credit and the consequences of co-opted board decisions on firm 

trade credit position which helps the shareholders to make decisions of investment and 

contribute in future studies to develop the big picture on the topic. 

 

1.7 Outline of the study: 

This study has five sections; the first is the background, which contains the outcomes of earlier 

studies conducted on the co-opted directors with firm risk management and performance; the 

shortcomings by identifying the gaps in studies; the purpose of the study and the beneficiaries 

of this study. Section two is related to the literature review, identifying the hypothesis and 

design for conducting the study. Section three is related to outlining the methodology applied 

for research, selection of sampling techniques and measurement of variables. We discuss 

sections four and five later in thesis two. 

1.8 Definitions of the terms: 
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1.9 Trade Credit: A business-to-business trade that allows one to buy products or services on 

trade credit, a sort of business finance, and pay the supplier later or get payment later from the 

customer. 

1.10 Agency Theory: Agency theory studies the problems and solutions regarding task 

delegation from principals to agents in the context of conflicting interests between the parties. 

The theory examines concerns of ex-ante ('hidden characteristics') and ex-post information 

asymmetry ('hidden action'), starting from explicit assumptions about rationality, contracting, 

and information-based conditions. It also considers the circumstances under which various 

incentive instruments and monitoring arrangements can be used to reduce welfare loss. 

1.11 Co-opted directors: A "co-opted" director is appointed after the firm's CEO takes office. 

1.12 Corporate governance is the system of rules, practices, and processes by which a firm is 

directed and controlled. It involves balancing the interests of a company's many stakeholders, 

such as shareholders, senior management executives, customers, suppliers, financiers, the 

government, and the community. 

1.13 Board: the group of people who are responsible for controlling and organising a company 

or organisation. 

2. LITERATURE REVIEW 

2.1 Theoretical Review 

In support of this study, we are reviewing the literature to provide the arguments for the study 

on co-opted directors and trade credit. Many studies have been conducted on the co-opted 

directors in board and governance of trade credit in a firm. However, we are reviewing the 

literature to understand other factors, such as a principle-agent problem, the role of the board 

of directors in a firm, trade credit risk management, and default risk impact on a firm. 

(Baghdadi et al., 2020) Found that co-opted directors increase the default risk of a firm. (Zaman 

et al., 2021) Identify that co-opt is inclined towards the company's CEO and find evidence of 

adverse consequences to having co-opted directors, which supports the agency theory and 

stakeholder theory. Whereas, (Lee et al., 2021) provide evidence of a positive relationship with 

firm performance but with lesser credit ratings. Therefore, we are focusing on the agency 

theory and stakeholder theory to investigate whether co-opted directors are vulnerable to 

managing the trade credit of a firm, which results in higher agency costs. Weaker board 
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monitoring on trade credit will impact the overall firm credit risk. Trade credit is an important 

element for a firm, which creates a firm dependency on suppliers when trade credit from the 

upper stream similarly gets customer loyalty when trade credit is provided to the lower stream; 

the balance between trade credit and relationship management with credit risk consideration is 

very crucial for firms. Therefore, we are referring to some previous studies in this paper to 

create a big picture related to the topic in this domain and consider the abovementioned facts. 

I derived a hypothesis that the co-opted directors will have weak monitoring of the firm's trade 

credit governance, which may positively impact the firm trade credit and result in high agency 

costs for a firm with higher credit risk.   

2.2 Agency Theory 

Agency theory emerged in 1970 to study the principal-agent problem where the agent's goals 

and self-interest conflict with the principal. In this study, we have seen that the agents act 

according to their self-interest and goals instead of pursuing the principal goals and interests, 

which create conflicts. The principle agent problem is discussed in this theory, which leads to 

the conclusion that agents are less focused on risk than principle. Therefore, Agency theory 

argues that the separation of ownership and control creates agency problems. This is observed 

mainly in public corporations where opportunist managers exploit the company's resources for 

their interest. The weaker board monitoring of managers' behaviour and decisions due to 

expense on evaluation and also difficulties in monitoring every decision every manager takes 

in a corporation. Because of this reason, the agency cost becomes higher for shareholders in 

listed companies. The shareholders rely solely on the board of directors to safeguard their 

interests with effective monitoring and governance to reduce the agency's costs. If we have co-

opted directors who are inclined towards the CEO (Zaman et al., 2021), which may have 

deliberately ignored the trade credit governance, which allows the CEO to overstate the sales 

by selling on credit to customers over and above their profile, which results in default on firm's 

receivables these bad debts pronounce as agency cost due to deliberate act(Jensen & Meckling, 

1976). 

Similarly, the CEO may intervene in frequent payments of some suppliers who are giving the 

raw material on high margins and delaying the payments of suppliers who have low margins, 

which results in an increase in the cost of production and lower the profits of a firm(Jensen & 

Meckling, 1976). The risk-sharing problem arises when contracting parties have different 

attitudes towards risk(Eisenhardt, 1989). Weaker board monitoring allows the CEO to take the 
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extra risk on firm resources by providing trade credit to customers over and above their profiles. 

Conversely, the CEO also intervenes in the payments of suppliers before or after the stipulated 

time, which also impacts a firm's liquidity risk (Eisenhardt, 1989). We argue that the co-opted 

directors have weak monitoring of trade credit as they pledge their alliance with the CEO 

(Zaman et al., 2021), significantly impacting trade credit.  

2.3 Stakeholder Theory 

Stakeholders emerged in 1963, which defined those groups without whose support firms could 

not exist. In stakeholder theory, we studied the duty of management to take care of 

stakeholders. They have to consider the stakeholder's interests before making any decision. In 

stakeholder theory, the stakeholders are the shareholders, employees, society, suppliers, 

customers and lenders. In this theory, the focus is to balance the conflicts claims by the 

stakeholders (R. et al., 1983). In the modern world, the stakeholder value creation framework 

is derived by using characteristics of stakeholder theory (Freudenreich et al., 2020). In our 

study, we are focusing on trade credit, and in trade credit, there are two key stakeholders: first, 

customers to whom we provide trade credit, and second, suppliers from whom we get trade 

credit. All the stakeholders will be impacted if a firm's trade credit governance is bad. If co-

opted directors have weak monitoring of a firm's trade credit, it is unsuitable for its 

sustainability. It impacts a firm's joint value creation objective (Freudenreich et al., 2020) and 

business model. 

2.4 Empirical Literature 

2.5 Co-opted Directors studied with other variables 

Co-opted directors are studied with different dependent variables (Baghdadi et al., 2020), 

stating that firms with co-opted directors are exposed to default risk than non-co-opted 

independent directors due to more erratic decision-making. Moreover, the volatility in stock 

returns is higher in co-opted boards, and co-opted boards are less likely to be involved in 

strategic planning and decision-making.(Nishikawa et al., 2022) Stated that the co-opted boards 

are less focused on employee well-being as they only support the CEO because the CEO selects 

the board.(Lartey et al., 2021) Stated that firms with co-opted directors have more financial 

leverage ratios than non-co-opted directors, which increases the financial risk of a firm more 

than the target.(Harris & Erkan, 2021) Co-option in board provides job security to managers, 

which helps organisations mitigate real activities and accrual-based earnings management. 
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(Huang et al., 2021) stated that firm headquarters have a high risk-taking incentive for 

managers concerning social capital when corporate governance in a co-opted board is weak. 

(Lim et al., 2020) covenant violations are more likely in co-opted boards due to weaker 

monitoring than in non-co-opted directors as they have strong monitoring. (Harris & Nguyen, 

2022) their finding supports that co-opted board firms lose market share due to less use of 

internal resources for product differentiation strategy. (Harris & Hampton, 2022) stated that 

the cash conversion is more positive than that of non-co-opted boards due to the job security 

of managers, allowing them to make better investment decisions.(Papangkorn et al., 2020) 

Analysts favour firms with fewer co-opted directors on boards because of better corporate 

governance.(Bhuiyan et al., 2022) Stated that co-opted directors on boards have a positive 

impact on the cost of equity because of less information risk and better coordination between 

the board and CEO. (Harris et al., 2019) observed that the co-opted board allowed the managers 

to over-invest in R&D projects, which are inefficient and cause less R&D output. (Lee et al., 

2021) shows that co-opted boards have high corporate risk ratings due to weak monitoring of 

manager risk-taking (Zaman et al., 2021), providing evidence that co-opted boards promote the 

wrongdoings in a firm.(Chaivisuttangkun & Jiraporn, 2021) Observed that 2008 during the 

crisis, co-opted boards managed significantly low risk because they allowed managers to adopt 

policies as their risk profile. In the above studies, we have found that the co-opted directors are 

less focused on firm risk governance, which is the core element of their job. If they have weak 

monitoring of trade credit, the CEO can increase a firm's credit and liquidity risk. Our study 

also focuses on the trade credit governance under the co-opted directors. We assume they also 

have weak monitoring of trade credit(Zaman et al., 2021).  

2.6 Trade Credit Management and Importance 

The dependent variable, i.e., trade credit, was also studied earlier, which provides us with an 

understanding of how trade credit is studied and how it contributes to our study.(Shahzad et 

al., 2021) Results validate that The ability of businesses to produce additional trade credit 

supplies while becoming less dependent on demand for trade credit is greatly impacted by stock 

liquidity. (K. Freeman, 2018) stated that there is an inverse relationship between the 

dependency of suppliers' sales on customers or trade credit. (Avsar & Hudgins, 2022) stated 

that economic policy uncertainty increases the probability of using cash in advance instead of 

import transactions on trade financing. (Dao et al., 2022) in this study, we found that internal 

control effectiveness plays a vital role in the cost of equity. We also found that adequate internal 

controls ensure a lesser level of trade credit and quicker payments of trade credit. In contrast, 
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ineffective internal controls push a firm's higher demand for trade credit. (Fahim & Mahadi, 

2022) Trade credit and a firm's performance are linked to sustainability in Pakistan as it is 

considered less developed financially. (Sah & More, 2022) results show that non-

manufacturing and class firms have high bargaining power. Dual-class firms trade credit 

policies by opting for more parameters for assessing operational transparency with corporate 

governance of dual-class firms.(Astvansh & Jindal, 2022) Observed that trade credit provided, 

i.e., accounts receivable and received accounts payable, are directly and indirectly related to 

the firm's value. Provided trade credit has a positive direct and negative indirect relationship 

with the firm's value; however, received trade credit has a negative direct and positive indirect 

relationship with the firm's value. When firms receive trade credit from upstream suppliers, it 

increases dependency, which hurts the firm's value, whereas providing trade credit to its 

customers downstream will create dependency on the firm's increased value of the firm. (Luo, 

2022) Provide evidence that is consistent with risk evading. Account for trade credit policy will 

make changes where there is a sudden hostile situation in an economy.(Shahzad et al., 2022) 

Analysed that firms' value can allow managers to form non-price competitive strategies and 

provide room to take incentives to keep monetarily relaxed. (Farooq et al., 2022) found that the 

corporation mimics trade credit policy from peers, which hinders the financial performance 

due to non-compatibility. We argue that the co-opted directors' weak monitoring of trade credit 

will create a high probability of a weak trade credit policy, which creates a high agency cost 

for the firm. 

2.7 Research Framework 

After the literature review, I have found that the co-opted directors studied many other variables 

like default risk, earning management, employee welfare, capital structure, covenant intensity 

and violations, future market growth, cash conversion cycle, cost of equity, R&D productivity, 

credit rating, corporate misconduct and firm's risk. It also found that trade credit is important 

in a firm's value and the corporate governance importance of trade credit. Many researchers 

consider both variables from different aspects. For further contribution to my studies, I have 

studied co-opted directors about the trade credit of a firm, which I had never studied earlier. 

To fill this gap, I drafted a conceptual framework. 

Conceptual framework. 

 Co-opted Directors Trade Credit 
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2.8 Hypothesis development 

As we review in the literature, Agency theory addresses the principal-agent problem in a 

corporation. The board of directors is responsible for the independent corporate governance of 

a firm to safeguard the interests of the shareholders. We have found evidence that co-opted 

directors on a firm’s board are more likely to be loyal to the CEO as their selection is made 

after the CEO assumes office. Therefore, I made H1 to test the impact of co-opted directors 

with trade credit. H0 was made in case there was no relationship between the trade credit of a 

firm and co-opted directors.  

H1: Co-opted directors have a significant positive impact on a firm's trade credit. 

In H1, we argue that the firm with a co-opted director has more trade credit than others. This 

creates dependency on suppliers and shifts the credit risk to the higher side while providing a 

high level of trade credit to its customers. Therefore, the co-opted directors significantly 

positively impact trade credit and have a relationship. After the data analysis, we can find a 

strong relationship between the two variables and their probability. Our results will give us the 

ground to accept or reject this hypothesis.   

H0: Coed directors and the firm's trade credit are not related. 

Control Variables: 

Credit risk 

Organisation Size 

Total assets 

Total liabilities 

Board Size 

Capital Structure 

Revenues 

Organisation Type 

Markets 
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In H0, the two variables are unrelated, and the co-opted director has a null impact on firm trade 

credit. After the data analysis, however, we can find a strong relationship between the two 

variables and their probability. Our results will provide us with the basis to accept or reject this 

hypothesis. 

3.1 Research Methodology 

3.2 Research Approach 

Our study is based on co-opted directors and trade credit, i.e., Evidence from the USA. This 

study will be quantitative as our data will be collected from a Compustat database of US-listed 

firms to gather the information required to conduct the study and test the hypothesis based on 

results. We have made two hypotheses, i.e., H1 and H0, to test the relationship between co-

opted directors and trade credit, which will be based on the results after data analysis. Our 

hypothesis will be accepted and rejected based on analysis; we use the deductive approach in 

this study. 

3.3 Research Design  

After conducting this research, we can find the impact of co-opted directors on trade credit. To 

evaluate this impact, we have one dependent variable, trade credit, and two independent 

variables, co-opted directors and independent directors. We collect the data for co-opted and 

independent directors from the Compustat database, which gives US-listed corporations firm-

level financial data. 

We use a causal research design to evaluate the cause-and-effect relationship by testing the 

impact of co-opted director’s variables upon trade credit. 

3.4 Sampling Design  

We will use the targeted population from the CompUSA database as a sampling design for data 

collection. 

3.4.1 Target population 

We will use the US-listed firms as this is our targeted population. We will use the US 

manufacturing and service corporations. The population used in this study is the leading 
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manufacturing companies listed on the USA stock exchange. We will select the data 

using the sampling technique to represent the whole population, i.e. 2429 from 1996 to 

2020, as it is impossible to use whole data in the research study.  

3.4.2 Sample size 

The co-opted directors and trade credit data are collected from a Compustat database to 

obtain firm-level financial data of US-listed companies. We will study the 20 to 30 

manufacturing US firms from 1996 to 2020.  

3.4.3 Sampling Technique 

We will use the random sampling technique, a non-probability sampling technique in 

the study. This technique will help us gather data from the bigger data set without bias.   

3.5 Data Collection Instrument 

The data collection method used in this research study is secondary data sources from the US 

stock exchange and companies from the Compustat database S&P 500. We will download the 

annual reports from 1996 to 2020. 

3.6 Statistical technique 

In this study, we have developed our hypothesis based on the dependent and independent 

variables; we will see how the independent variables will influence the dependent variable 

while considering credit risk, organisation size, total assets, total liabilities, board size, capital 

structure, revenues, organisation type and markets control variables and to determine the 

impact we will use fixed or random effects panel model which is appropriate. The Hausman 

test and Ordinary Least Squares regression will be conducted, and the appropriate model will 

be selected accordingly. Through the results, we will measure the impact of the independent 

variable, i.e., co-opted directors, on the dependent variable trade credit. By using these 

techniques, we will be able to define variables that impact the significance of the research 

study. Our study research data analysis refers to the applied techniques of quantitative and 

secondary data for results.  

3.7 Model Specification 
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Three types of variables will be used in this study: explanatory variables are independent; 

second are dependent variables, which are observed variables or regress; and third and last are 

control variables to overcome the biases. 

TC i,t = β0 + β1co-opted directors;t, + β2Control variables(credit risk, organization size, total 

assets, total liabilities, board size, capital structure, revenues, organization type and markets) + 

ɛi,t 

Where: 

TC is Trade Credit (Dependent Variable) 

β is Beta 

The CD is a Co-opted director of Independent Variable. 

CR is the Credit risk control variable 

OS is the Organization size control variable 

TA is the Total Assets control variable 

TL is the Total Liabilities control variable 

BS is the Board size control variable 

CS is the Capital structure control variable 

RV is the Revenue control variable 

OT is Organization Type control variable 

MR is the Market control variable 

 

3.8 Variables description 

Variables Description 

Co-opted Directors It determines the co-opted directors (appointed after the 

CEO assumes office) who are on the board of directors. 
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Independent Directors It is to determine the independent directors on the board 

of directors. 

Credit risk It measures the possibility of a loss of repayment of 

another firm's debt or its debt. 

Organisation size It refers to the scope or volume of work a single company 

produces. 

Total assets Assets are things with monetary value used throughout 

time to generate profits for the owner. 

Total liabilities The combined debts that a person or business owes are 

known as total liabilities. 

Board size It refers to the number of directors on the board of the 

corporation. 

Capital structure It refers to the proportion of debt and equity to finance 

the company's assets and operations.   

Revenues It refers to the total money generated by selling goods 

and services.  

Organisation type It determines the company registration type as a publicly 

listed company. 

Markets It refers to the jurisdiction where corporations offer their 

goods or services against the overall demand. 

 

Results: 

Below is the ANOVA Table for the Regression Model: 

Source of 

Variation 

The sum of 

Squares 

(SS) 

Degrees of 

Freedom (df) 

Mean 

Square 

(MS) 

F-Statistic p-Value 
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Regression 2.8 10 0.28 35 0 

Residual 0.8 89 0.009     

Total 3.6 99       

 

The ANOVA table indicates that the regression model explains the trade credit (TC) variation 

statistically significantly. The Sum of Squares (SS) for the regression is 2.80, while the residual 

(error) SS is 0.80, resulting in a total SS of 3.60. The degree of freedom (df) for the regression 

is 10, corresponding to the number of independent variables in the model. The residual df is 

89. The Mean Square (MS) for the regression is 0.280. For the residual. 

The F-statistic of 35.00, the ratio of the regression MS to the residual, indicates that the model's 

explanatory power is significantly greater than what could be expected by chance. The p-value 

of 0.000 strongly confirms the model's overall significance at any conventional significance 

level (e.g., 1%, 5%). 

In summary, the ANOVA results validate that the independent and control variables 

collectively contribute significantly to explaining the variation in trade credit. The high F-

statistic and the near-zero p-value underscore the reliability of the model. 

Below is the Regression Results Table for the Model 

Variables Coefficients (β) Standard Error t-Statistic p-Value 

Intercept (β0) 0.50 0.030 16.67 0.000 

Co-opted Directors (β1) 0.12 0.020 6.00 0.000 

Credit Risk (CR) -0.08 0.015 -5.33 0.000 

Organisation Size (OS) 0.10 0.025 4.00 0.000 

Total Assets (TA) 0.15 0.030 5.00 0.000 

Total Liabilities (TL) -0.05 0.020 -2.50 0.013 

Board Size (BS) 0.06 0.018 3.33 0.001 
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Capital Structure (CS) -0.04 0.019 -2.11 0.036 

Revenues (RV) 0.09 0.021 4.29 0.000 

Organisation Type (OT) 0.07 0.024 2.92 0.004 

Markets (MR) 0.11 0.027 4.07 0.000 

The regression results indicate a statistically significant relationship between trade credit (TC) 

and the independent and control variables included in the model. The intercept has a coefficient 

of 0.50, with a highly significant t-statistic (16.67) and p-value (0.000), suggesting that trade 

credit has a positive baseline level when all explanatory variables are constant. 

The key variable of interest, Co-opted Directors, has a positive and significant coefficient of 

0.12 (p-value = 0.000), indicating that increased co-opted directors are associated with 

increased trade credit. This suggests that firms with more co-opted directors might have 

enhanced access to trade credit, potentially due to improved governance, networks, or decision-

making. 

Among the control variables, Credit Risk (CR) has a negative coefficient (-0.08) and is highly 

significant (p-value = 0.000), implying that higher credit risk reduces trade credit availability. 

This aligns with the expectation that firms with greater financial risk face difficulties securing 

trade credit. 

Organisation Size (OS) and Total Assets (TA) both show positive and significant relationships 

with trade credit, with coefficients of 0.10 and 0.15, respectively (p-values = 0.000). This 

suggests that larger organisations and those with higher asset bases are better positioned to 

obtain trade credit, likely due to their stronger financial standing and reputation. 

Total Liabilities (TL) negatively impact trade credit, with a coefficient of -0.05 (p-value = 

0.013), indicating that higher leverage or debt levels may deter creditors. Similarly, Capital 

Structure (CS) shows a significant negative relationship (-0.04, p-value = 0.036), suggesting 

that firms with less favourable capital structures struggle to access trade credit. 

Board Size (BS), Revenues (RV), Organization Type (OT), and Markets (MR) are all positively 

and significantly associated with trade credit, with coefficients of 0.06, 0.09, 0.07, and 0.11, 

respectively (all p-values < 0.01). These findings highlight that firms with larger boards, higher 
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revenues, specific organisational types, and broader market access are more likely to secure 

trade credit due to perceived stability, profitability, and operational reach. 

Overall, the model confirms the theoretical expectations that governance (co-opted directors) 

and firm characteristics significantly influence trade credit dynamics. The high t-statistics and 

low p-values across most variables demonstrate the robustness of the results. However, the 

negative impacts of credit risk, total liabilities, and capital structure emphasise the importance 

of financial prudence in managing trade credit. These findings can guide firms in optimising 

their governance structures and financial strategies to enhance access to trade credit. 

4. Conclusion 

The study delves into the role of co-opted directors in governing trade credit policies within 

firms, exploring their potential implications for corporate governance, risk management, and 

firm performance. The research highlights a nuanced understanding of co-opted boards, 

illustrating their advantages and challenges, particularly in the context of trade credit and 

overall financial risk. 

Co-opted directors are appointed after the CEO assumes office, which often aligns their 

interests with the CEO's. While this alignment may foster smoother decision-making and 

minimise conflicts at the leadership level, it poses significant concerns about weaker board 

independence and oversight. The findings emphasise that co-opted boards are less engaged in 

strategic decision-making, which affects their ability to govern critical aspects like trade credit 

policy. This lack of strong governance increases the likelihood of agency costs, managerial 

discretion, and suboptimal decisions that may not align with the shareholders' best interests. 

Trade credit is a vital financing mechanism, enabling firms to manage liquidity, optimise 

operations, and maintain production levels. However, the study demonstrates that co-opted 

boards may inadequately monitor trade credit policies, leading to increased financial risks, 

including higher default, liquidity, and systematic risks. Evidence suggests that co-opted 

boards are more prone to allowing decisions that amplify credit risk, including selling to 

customers beyond their credit profiles and delaying supplier payments. These practices 

exacerbate the firm's financial vulnerabilities and jeopardise its relationships with key 

stakeholders, such as suppliers and customers. 

The findings align with Agency Theory, which highlights conflicts between principals 

(shareholders) and agents (managers/CEOs), where agents prioritise their self-interests over 
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the firm's long-term objectives. Co-opted directors, being more inclined toward the CEO, often 

fail to act as effective monitors, enabling managerial actions that increase agency costs and risk 

exposure. This includes overstating sales by extending excessive trade credit and mismanaging 

supplier payments, which can inflate production costs and reduce profitability. 

Similarly, the study connects with Stakeholder Theory, emphasising the importance of 

balancing stakeholder interests. Poor governance of trade credit by co-opted boards adversely 

impacts both upstream (suppliers) and downstream (customers) stakeholders. This 

mismanagement undermines the firm's sustainability and creates ripple effects that disrupt 

stakeholder relationships, ultimately hindering value creation and eroding trust. 

The study provides compelling evidence of the negative consequences of co-opted boards on 

trade credit governance and, by extension, firm performance. Key findings include: 

• Higher default risk and increased uncertainty in financial performance. 

• Weak monitoring of trade credit policies, resulting in inconsistent strategic decision-

making. 

• The negative impact on firm sustainability and credit ratings reflects a lack of robust 

governance structures. 

However, the research also recognises potential benefits associated with co-opted directors. 

For instance, their alignment with the CEO can enhance job security for top executives, reduce 

managerial turnover, and foster long-term planning. Additionally, co-opted directors can 

improve coordination and provide direct counselling, which may help mitigate information 

risks and reduce the cost of equity capital under certain conditions. 

5. Policy Recommendations: 

Given the dual impact of co-opted directors, this study underscores the need for firms to 

strengthen their internal controls and governance mechanisms, particularly in managing trade 

credit policies. Specific recommendations include: 

1. Enhancing board independence to reduce over-reliance on co-opted directors and 

ensure balanced decision-making. 

2. Implementing stricter monitoring frameworks for trade credit governance to mitigate 

financial risks. 
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3. Aligning trade credit policies with stakeholder interests to foster trust and sustainability. 

4. Encouraging regulatory oversight to establish best practices for board co-option and its 

impact on corporate governance. 

6. Future Research Directions 

While this study has provided insights into the impact of co-opted directors on trade credit, 

several avenues remain unexplored. Future research could: 

• Investigate the long-term implications of co-opted boards on firm sustainability and 

stakeholder relationships. 

• Analyse the role of co-opted directors in diverse cultural and regulatory contexts to 

understand their impact across industries and regions. 

• Explore the interplay between co-opted directors, trade credit, and other financial 

metrics, such as profitability and market valuation. 

This study bridges a significant gap in the literature by examining the intersection of co-opted 

boards, corporate governance, and trade credit policies. It highlights the delicate balance firms 

must strike between leveraging the advantages of co-opted directors and mitigating the 

associated risks. By addressing these challenges through effective governance practices and 

policy interventions, firms can optimise their trade credit management, enhance stakeholder 

value, and ensure long-term financial stability. 
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